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Agenda item

Assessi ng paynent adequacy and updating Medi care paynents:

i ntroduction, hone health services, skilled nursing facilities
— Jack Ashby, Nancy Ray, Sharon Bee, Sally Kapl an

MR. HACKBARTH:. Next on the agenda is assessing paynent
adequacy. W'l have a series of discussions about various
services and these discussions, for those of you in the audi ence,
lead ultimately to our recommendati ons about updates for
different types of providers. Jack and Nancy are going to
i ntroduce this.

MR. ASHBY: We're introducing the topic for all of the
services. Nancy and | have been sw tching back and forth and |
guess this nonth it's ny turn.

At the last two neetings we have been di scussing a nodel
t hat breaks the updating process for fee-for-service dow into
two conponents. As we can see in our now famliar chart the two
conponents are assessing the adequacies of current paynents and
t hen accounting for increases in efficient providers costs for
t he next year.

Today we're ready to try our hands at applying this nodel
for our update recommendations for fiscal year 2003.

Because we have gone over this nodel at both of the last two
nmeetings, | was not planning to review the steps in detail again.
But we did want to stress just a few points about the process.

The first point we wanted to nmake is that the approach that
we' ve devel oped is not really fundanentally different from what
t he Comm ssion has been doing for years. Wat it does if
formali ze separation of the two parts, where before the question
of whether current paynents were right was sort of inplicit or
intertwined with the question of the appropriate increase for the
next year.

We'd like to suggest that the process mght well go nore
snmoothly if we do, in fact, nove through the two steps
sequentially rather than just junping right to the update. W
have all organi zed our presentations around doing just that.

The second point was | wanted to try and head off confusion
about the very word update. Wen we say update, we nean the sum
of these two conmponent changes that we're presenting in the nodel
here and not just the allowance for cost increases in the next
year. In the past, it hasn't always been clear what a reference
to update neant, whether it was accounting for cost increases
next year or sonething broader.

O to put this another way, when we have seen an updat e,

i ke for exanpl e market basket minus 1 percent as just an
exanple, it wasn't always clear what the mnus 1 was supposed to
represent, that we expected cost increases to be |ess than the
mar ket basket for sone reason or that current paynents were too
hi gh, or perhaps just that Congress needed savings.

So, at least for MedPAC s recommendati ons, our hope is that
the new systemw || make it clear why we think that market basket
should conme with a plus one or mnus one, or whatever.

If we could turn to the next chart, | wanted to nmake a



related point here. 1In this chart, again which should be
famliar by now, we have taken the first nmajor step, assessing

paynent adequacy, and broken it down into three substeps, | guess
you'd call them that we've conveniently called estinmate, assess
and adj ust.

At the adjust point, we have tal ked about the possibility of
addressing distributional questions in the process. At four
different places over the next two days, | believe it's four
pl aces, staff will be raising potential distribution adjustnents
for your consideration.

The thing we wanted to stress is that this is still part of
stressi ng paynent adequacy. Wen we raise these distributional
i ssues we're not tal king about expecting one group's costs to
i ncrease | ess than another group's costs in the next year. What
we are tal king about is the potential conclusion that perhaps
paynents are nore than adequate for one group of hospitals and
| ess than adequate for another group of hospitals, or SNFs, or
what ever provider group we're on.

Then, one last clarification. 1In the box on the left,
estimate current Medicare paynments and current Medicare costs.
We had sone confusion at the |ast neeting about the word current.
W really didn't nean to describe our 1999 data as current. W
all sort of suffered with that problem

What we're tal king about here is our best estimate of the
paynents and costs as of 2002, since our job is to reconmmend an
update for 2003. The last tine we had the word nmeasure in this
box and it sort of occurred to us that when we're tal king about
2002, we certainly are not tal king about neasuring. At best, we
are tal king about estimating, not only due to data | ags but due
to the fact that we're called on to nake a recommendation for FY
2003 when we're not even a quarter of the way into 2002.

That's a good lead-in for taking a nonent to explain how we
di d our nodeling for 2002 paynents and costs. In each case, we
began with nearly conplete 1999 data. And then, as we see here,
we did three different things.

| have to apol ogize here. | noticed that the handouts got
into reverse order here sonehow. So we're on this page.
Three things we did to do our nodel. One is we applied the

updates that are in law for 2000, 2001 and 2002. That's pretty
st rai ght f or war d.

Secondly, we estimated the unit cost increases over that
sanme three-year period. That, of course, is not at al
strai ghtforward, especially given that we don't have 2000 cost
report data available this year, as we normally woul d have at
this point in the process. So certainly, our estimates have to
be seen as having a margin of error around them nostly the cost
si de.

We used alternative sources of data to estimate those cost
i ncreases where they're avail able, but basically we only had
alternative sources available in he hospital sector. None of the
others really offered us anything to work with. Then, when we
did not have data, we nmade what we think is a pretty reasonable
assunption that unit costs would increase at the rate of the
appl i cabl e mar ket basket. That would apply to all of our sectors



for 2002, since obviously that's nostly still future and that's a
forecast. It applies to all of the sectors except hospital for
2000 and 2001.

Then, the third thing that we did is nodel other policy
changes that have actually been | egislated and were inpl enented
at any time from 1999 on to 2003.

So just to clarify here, we're tal king about an estimte of
payments and costs for 2002 but we have | ooked at paynents as if
2003 rules were in effect. W thought this was the best way to
present the scenario that providers are faced with going into the
year for which we are devel opi ng updat es.

Then quickly, on the |last overhead, this lists the six
services that we are taking on over the next two days, along with
four facility-based services that we're not addressing right now.
Rehab, psych, and long-term hospitals are all on the TEFRA
paynent system which is being phased out. There's probably
l[ittle reason to focus there. ASCs, on the other hand, it's
really nore of a workload issue. Wien tinme permts, we probably
will want to assess paynent adequacy in that sector as well.

So if there are any questions on the general process we can
take that now Oherwise, we'll nove up to the first batter

DR RONE: Wth respect to the general process, the nodel
that's used or the goal that's used to assess appropriateness of
current cost presumably goes back to the goals of the Medicare
program |Is that the way it works? You have those here in the
text. You don't want to overpay, you don't want to underpay.

You want to provide access to high quality care, et cetera.

MR. ASHBY: Right.

DR RONE: |Is there any consideration in that -- |'m going
back to the old argunment Judy Lave and | had a couple of years
ago here about what the right nunber is. Here's where |I'm com ng
from just to give you ny sense. |'mconcerned that a | ot of
these institutions, at least the hospitals, don't have as much
access to the capital markets as they used to to sustain
t hensel ves, for a variety of reasons. The one | used to run had
its bonds downgraded recently, et cetera, et cetera. 70 percent
in California have had their bonds downgraded.

So they don't have as much access to capital as they used
to. It's not as clear that they're going to be able to sustain
t hensel ves so that the Medicare beneficiaries have access to
quality care

| s there any consideration anywhere in the fornulas for
t hese ki nd of econom c changes that influence the capacity of
these institutions to have capital to invest?

MR. ASHBY: You'll notice on the set of boxes we were
| ooking at we did indeed list the cost of access to capital as a
consideration. To the best of our ability, we're trying to do
that. It's a different thing to really assess.

| think that we probably would be best to hold that
di scussion for this afternoon when we deal with hospitals.

That's where the issue has been acute and we have sone
information to put out. [It's a very inportant thing to discuss.

DR. RONE: It's just that of all the things on this |ist,
that seens to be the one that is getting worse, nore so than sone



of the others.

MR. ASHBY: Than sonme of the others, right.

MR. HACKBARTH:. Ckay, should we proceed with SNFs?

MR. ASHBY: Hone health first, | believe.

M5. BEE: The first sector we'll discuss this norning is
home heal th

As we've just reviewed, the key questions for our discussion
this nmorning are several indicators that | presented |ast nonth
that we'll review to assess whether paynents are adequate in the
home heal th perspective paynent system Next, we'll add sone
di scussi on of how costs are going to change over the next year,
and then begin to pull those two ideas together in our update
f ramewor k.

We do not have cost reports from agencies under the PPS to
estimate current costs for this sector. W' ve used severa
mar ket factors as indirect neasures of the relationship of
paynents to costs. M first market indicator, according to the
O G beneficiaries continue to maintain good access to care.

This is true for both those discharged fromthe hospital and
t hose beneficiaries that are entering care fromthe conmmunity.

In the past we have seen substantial novement of providers
in and out of this program However, in the past two years the
nunber of agencies participating in the programhas stabilized.
Entering and exit have slowed. The fluidity of this market makes
entry and exit a reasonable indicator of the relationship of
paynents to costs, but I'lIl note again though, changes in the
nunber of agencies are not a good indicator of the capacity of
t he hone health care in the program

My | ast market condition, sone observers expected to see an
increase in the volune of episodes. Instead, prelimnary data
suggests that many beneficiaries conplete their care in only one
episode. And if the per visit paynents for very short episodes
were too |l ow, we would expect to see extra visits added to avoid
| ow revenue episodes. Instead, the proportion of episodes with
four or fewer visits has remained about the same as it was before
the inplenentation of the PPS.

In our overall analysis of these market conditions, we find
no conpel ling evidence that current paynents are not adequate.

The next step is to estimte how providers' costs wll
change between 2002 and 2003. CQur default neasurenent of changes
in the price of inputs used to provide honme health services is
the forecasted market basket. Changes in the product nay cause
costs to grow nore slowy than the market basket.

| ncentives have been changing. The old cost-based system
had only weak incentives for efficiency. The cost |limts under
the | PS encourage better supply use and nore efficient travel.
Under the PPS, episode paynents are the sane whether 30 visits or
16 visits are delivered. W would expect the nunber of visits to
decrease under the prospective paynent system as we encourage the
managenent of costs within an epi sode.

On this indicator, as the Comm ssion has noted, the absence
of clinical practice standards also constrains our ability to
relate differences in service use to failure or success in
nmeeting programgoals. Declining use can be indicative of



greater efficiency, a shift in care toward restoring independence
and away from fostering dependence, or a failure to neet the
needs of the chronically ill. It is very difficult to interpret
t hi s dat a.

The prelimnary data that we have seens to suggest that
visits per episode have been declining under the PPS.

In HCFA's PPS denonstration, prospectively paid agencies
significantly decreased the nunber of visits per episode conpared
to agencies still paid on costs. However, prospectively paid
agencies in the denonstration also increased their costs per
visit. This corroborates anecdotal evidence that visits under
the PPS are | onger, maybe nore expensive visit types are
repl aci ng | ess expensive ones, an increase in the use of therapy
and a decrease use of hone health aid, and the use of non-visit
services such as renote or telehealth nonitoring or advanced
wound care techni ques have increased.

Thus, decreasing visits per episode will |ead to decreased
costs per episode only to the extent that it is not offset by
rising costs per visit.

In the face of such uncertainty regarding both the current
rel ati onship of cost and paynents and |i kely changes in costs,
mar ket basket could be an appropriate update. The update in
current law for this sector is market basket mnus 1.1, which we
could also find is within a range of appropriate update factors.

My last slide brings two policies to your attention that
bot h have paynment inplications for this sector. The so-called 15
percent cut currently scheduled for COctober 2002 is the |ast
phase of a process begun in the BBA of 1997 to reduce spending on
home health services. [If inplenented, this policy would reduce
t he base rate of the PPS.

The |l egislation which started the transformati on of the home
heal th system was conceived in an environnment of high and
escal ating hone health spending. The changes were intended to
reduce spending and redirect the benefit towards shorter, nore
i ntense episodes. Qur data seens to indicate that providers have
responded to the policy changes.

Total Medicare spending on honme health fell 52 percent from
1997 to 1999. Fewer beneficiaries per 1,000 Medicare
beneficiaries use hone health. The volune of visits per user has
decreased. Total average honme health | ength of stay has
declined. And the proportion of honme health users who use
t herapy, a relatively intense service, has increased and the use
of hone health aides, a relatively lowintensity service, has
decr eased.

So we now have nmuch | ess spending on a hone health benefit
that seens to provide nore intense services in fewer days to
fewer people. Wthout clinical standards or a clear definition
of the benefit, we still cannot know if we've achieved the |ong-
term goal of buying appropriate services. However, evidence
suggests that the short-termintent of the process begun in the
BBA has been substantially achi eved.

The options that we could consider regarding this policy
woul d be perhaps to elimnate the cut or to postpone the cut.

The second policy with substantial paynment inplications is



the 10 percent add-on. BIPA |legislation has provided a 10
percent hi gher base rate for home health services provided to
beneficiaries who reside in rural areas, which is to say outside
of MSAs, since the inplenentation of the PPS. This add-on is
scheduled to sunset in April of 2003.

In June of this year, the Conm ssion concluded that the new
PPS should work equally well in both urban and rural settings
based on our analysis of the conponents of the PPS. And we have
no evi dence that PPS paynments generally are not adequate relative
to costs.

However, in June we thought it was possible that rural costs
per patient could be higher than urban costs due to snall-scale
of operations, the distance travel ed between patients, and
differences in the use of therapy.

We do not have neasurenents of paynments and costs in rural
areas but we do know this: discharge planners at urban and rural
hospitals were able to place Medicare beneficiaries in honme
health at simlar rates.

We have no data on the volume of care in rural areas since
1999. However, the nunber of home health users per 1,000
beneficiaries declined significantly nore rapidly between 1997
and 1999 in rural areas, down 26 percent, than it did in urban
areas, down 19 percent. And the rate of exit of agencies in
rural areas was greater than that in urban areas.

Agai n, we have no evidence to suggest that paynents are over
adequate or inadequate for the systemgenerally. It is possible
that costs differ in rural areas but we have no neasurenent of
rural paynents and costs. Gven this uncertainty, it may be
appropriate to continue the add-on paynent for one nore year.

The two options we coul d consider regarding this policy are
that the rural add-on not be allowed to sunset in April of 2003
but be instead extended for one nore year. This you could
characterize as a risk-adverse option. If we wish to be cautious
about reducing paynents by 10 percent w thout evidence about the
current adequacy of paynents, we may urge the extension of the
add- on.

Option two would be that the rural add-on should be all owed
to sunset as currently scheduled, in April of 2003. On the other
hand, we have argued agai nst special paynent provisions of just
this sort. |If there are shortcomngs in the PPS, we should
di agnose the mal ady and cure it, rather than apply a one size
fits nost bandage to the synptons.

Thi s concludes ny prepared remarks and brings us to the
action itens for our discussion today on this sector. Staff asks
the Comm ssion to consider recommendati ons on the adequacy of the
base rate, the update factor, the 15 percent cut, or the rural
add- on.

DR, LOOP: This is an informative chapter. | thought your
concl usi on about the base paynment being adequate is possibly
premat ure because we are only at the end of the first year of PPS
and you point out, in the text, that you don't have cost reports
from agenci es under PPS to estimate the current costs.

So what | think you're saying is in the absence of data,
everything is fine. And I'mnot sure that's correct. [I'd like



to hear fromCarol, who's the real expert in this area.

M5. RAPHAEL: As | step back, my main concern is that we try
to maintain some stability in this sector. | think you have to
| ook at the last three years, where we went from a cost-based
rei nbursenent to an interimpaynent system to a prospective
paynent systemw th no transition at all provided.

And so ny owmn viewis that we need to do watchful waiting
and not draw any conclusions at this juncture or do anything that
woul d further destabilize this sector.

| think that you' re right, Sharon, in making the point that
Congressional intent was to try to change the incentive so that
vol une woul d not continue to increase and to try to restrict the
benefitting carve-out to sone degree, the part that was perhaps
attributable to I ong-termcare supportive services. And we, in
this Comm ssion, should be encouraged by the fact that we were
worried about stinting and attenpts to try to utilize the fact
t hat you could have unlimted episodes and this LUPA or short
visit portion.

And the prelimnary data, in fact, indicates that, as Sharon
poi nted out, 90 percent of the patients getting care in the top
di agnoses are getting it within one episode. And what was
estimated to be the percentage of these short visits is, in fact,
very close to what we're seeing. And people are not giving
sonmeone a fifth or sixth visit in order to bunp theminto the
hi gher paying episode. So | think that all, for ne, is quite
remar kabl e and reassuri ng.

| think that are sone dynamics that are inportant here. One
is that all of us have had to invest in technol ogy and many
organi zations don't have access to capital to nake those
investnments in technol ogy, because we had to do a system for
interimpaynent, a systemfor sonething that I won't even go
t hrough which is quite esoteric called sequential billing. W
had to do a systemfor prospective paynent.

So in the course of three years, we've had to inplenent
three major billing systens that are quite costly. | think that
is an issue for the sector. |In addition, I don't think we know
enough about what's happening to the mx of visits. W know that
visits are declining. All early indications |ead us to that
conclusion. But we don't know exactly what the conponents of the
new epi sodes of care. And we also don't know exactly how | ong
these visits are, what has happened to productivity.

| think there are issues in the honme health sector that are
different fromsone of the other sectors, because it is hard to

substitute service. | nmean, there's a |ot of talk about
telemonitoring. My own viewis that is not in w despread use.
It has not gone through diffusion yet. It's sort of a few

bouti que prograns.

We can't substitute |icensed practical nurses and nursing
assistants to the same degree that other sectors have. So |
think this whole issue of substitutability needs to be exam ned
in much greater depth.

So ny own kind of sense on all of this, at this point, is
that we shouldn't junp to quick conclusions, that we shoul d keep
ki nd of watching and nonitoring how this evol ves.



MR. DEBUSK: | think there's sonething else here we m ght
take note of. In the post-acute area, we've cone up with sone
prospective paynent systens that have not been too successful.
And here, this OASIS system which has 80 categories, |I'msure
there's sone further refinenment but there m ght be a chance that
we' ve done sonething pretty close to being right here.

We m ght take note, as we go forward at |ooking at these
other systens in the formof assessnment and maybe expand upon
some of this for this post-acute area.

So all in all, I think this has worked pretty well. But I
t hi nk we should stay where we are at. | don't think we can stand
to cut at this point. 1 don't think we need to break it if it's

not broke. W need to take a further | ook.

M5. BURKE: Two things. One going to Carol's point. |
think I absolutely agree with what she has suggested about the
need to allow sone stability to occur for a period of tine. |
wonder if, in fact, we mght not comment in the text on that
fact. Not only do we not have the data to be able to nake an
adequat e deci sion on an adjustnent but, in fact, what the sector
has dealt with over the last three years in terns of the
i npl enentation of a variety of systens that have had an inpact on
that particular sector, |I think we mght in fact comment on that
specifically.

| also worry, frankly, as |I look at what we'll have to | ook
at going forward, as to whether or not in fact we believe that
within a year -- because the coment is to delay for a period of
time -- whether we think a year, in fact, is going to be adequate
to give us the informati on necessary to nmake a deci sion both on
the cut as well the rural adjustnent.

My experience, old as it is, is that it never happens as
qui ckly as we anticipate and the data is never very good very
quickly. So I wonder if, in fact, we ought to say that there
isn't going to be this issue of whether or not the data is going
to be adequate within that period of tine, whether we'll have
enough on the books. M guess is we won't, but | wonder if we
m ght not make a comment on that as well, as to how quickly.

Because again, | think the sector needs sone stability for a
period of time, which is not to suggest you want to pay at an
i nappropriate | evel for any extended period of tinme. But | also
think we do tend to rush to judgnent and it's not clear to ne how
quickly we'll get that kind of information, for the reasons that
Car ol suggests.

MR. HACKBARTH: Sharon, any reaction to that point? It
makes a | ot of sense to ne.

M5. BEE: | guess ny question would be would the
reconmmendati on then be for sonme kind of postponenent in a unit
| arger than one year? Does that nove you toward thinking about
elimnating the 15 percent cut as a recommendati on? How far down
that road do you want to go?

MR. HACKBARTH: M thinking about it would be not to
elimnate it entirely, but stretch it out for what we think is a
reasonabl e period that will allow us to evaluate these things.
don't know if that's two years or -- but to every year conme back
and say is this the year that we're going to have the 15 percent



cut doesn't appeal to me as a process.

DR. NEWHOUSE: | was actually comng fromnuch the sane
pl ace Sheila was but | was going to see her and rai se her one.
don't have any confidence that in a year, or even two years,
we'll be in a nmuch better place. | have not problemwth
post poni ng the 15 percent cut and postponing the rural sunset
provi si on.

But | thought we ought to add a recomendati on here, and
probably in the SNF chapter and maybe some others as well, that
probably AHRQ shoul d be given sone noney to research standards in
this field. | nean, hone health has been incredibly labile, as
we all went up like a rocket and then down |ike a stone. Nobody
seens to have much of a clue about what happened during all that
peri od.

| think at the rate we're going, we're likely to be in that
position downstream So to get us out of that box, and | think
it will take a few years, we need to put in sone kind of
recommendation for research on judgi ng performance, adequacy,
however we want to couch the words. But the idea is to
essentially inplenment Jack's box on judgi ng changes in the

product. | don't think we know what we're doing here.
DR REI SCHAUER Just as a matter of interest, when we have
suggestions like this it would be nice to know how many billions

of dollars we're tal king about. But having said that and nmade
nysel f appear to be a budgeteer, let nme say that | would go one
step further than either of ny two esteened coll eagues, and |
would say it's tine to recommend elimnating the possibility of
t he 15 percent.

| see no evidence here that we could be anywhere near 15
percent overpaying these entities. |If we're overpaying them and
| kind of think fromwhat | read in the tea | eaves that that
isn't the case, it's a percentage point or two. And isn't that
what this new framework is supposed to pick up later on? So why
add uncertainty? Let's just bite the bullet and nmake a
recommendati on saying no 15 percent cut. And then if it turns
out well, that was a little bit wong when we cone back three
years fromnow or two years from now or whatever, it will show up
in this new framework as a base paynent that's a little out of
whack.

Going on to the base paynent discussion, which Joe started,
| was going to say sonething when Jack was up there about this
framework. That is that | think one of the questions should not
be sort of product but quality, because for sonme of these sectors
that we're tal king about |ike hone health, in effect, Medicare is
the gane for all practical purposes. You |lower the paynents and
costs are going to cone down. By definition, there's nowhere
el se for themto go.

We can | ook at access but one access is one dinension of a
mul ti-di mension output. The other dinension is quality really.
The quality can be deteriorating and it's highly likely that we
can't say a whole lot about it, but we should at |east make the
world aware of it, that this is inportant.

M5. BURKE: Bob raises quite a good point because presunably
there's been sone adjustnent in the baseline. Wat, in fact, did



they carry in the '02 baseline for the 15 percent? And do we
know what they carry in the '03 for the 10 percent?

M5. BEE: | can certainly bring you the estimtes that we
have on this.

M5. BURKE: Sonebody will have to eat that, we may as well
know what it is.

DR RCSS: It will be revised between actually now and when
we neet next, to set new baselines.
DR. RElI SCHAUER: | don't think that should affect our

decision, but it just mght nmean that we know how nuch arnor to
put on when we neke it.

MR. HACKBARTH: Any ot her coments? What about the rural
pi ece?

DR. REISCHAUER | think there's a |ot of reasons in that
situation to say, continue for a year or two until sone nore
information cones in, as opposed to the other.

DR. WAKEFI ELD: Can | just be on the record to affirmthat
good point? | hate to lead on rural. You notice that | stepped
back or sort of stayed in the weeds. But |I'mwth you, Bob.
want you to know that.

DR, REISCHAUER | figured |I was your front guy.

[ Laughter.]

DR RONE: | agree with Bob's recommendation but | want to
make sure | understand the logic here so we don't get into a
trap. | want to nake sure we're not saying that we're early on

in our experience, we're in a data-free environment, we really
don't have enough data to assess the appropriateness of the
current paynents. And based on the data available to us, we
therefore decided that we don't want a 15 percent cut because we
can't both have the data on the one hand and have enough data to
indicate that this cut is not appropriate on the other hand.

So we need sone bridge between those to nmake sure that we
are making a statenment that says that even though the data are
early and inconplete it's quite clear, based on them that it's
highly unlikely that a 15 percent cut would be appropriate. 1Is
t hat what you're saying?

DR. REISCHAUER | don't think it's true that we have no
data. | nean, we have data through June of this |last year on
nunbers of agencies on visits, on things like that, which would
be flashing red lights if we were paying 15 percent too nuch or

20 percent too little. That's all |I'm saying.
DR RONE: | think that's what |I'm saying.
DR. ROSS: | just wanted to weigh in with Bob on that. The

15 percent is a big nunber. Wen things are off by that nuch,
you will see entry, you will see other changes. And it falls on
t he heel, as Sharon said, of a 50 percent reduction in spending.
Those are big changes.

MR. HACKBARTH: Just for ny information, the 15 percent cut
is froman old baseline. So it wuld actually be a 6 percent
cut, if I read the material, fromcurrent levels; is that right?

M5. BEE: We'l|l get an updated estimate from CMS on what
that would be. They're right now working on plugging in the nost
recent data available to make that estimate. But that's correct.

MR. HACKBARTH: Roughly, sonething |ike that.



M5. BEE: That's ny inpression.

M5. RAPHAEL: | just wanted to reaffirmwhat Joe said. | do
think we need to look into this further. This 52 percent drop in
expenditures in the course of two years, and the drop of
beneficiaries per 1,000, needs to be explored. And we really
need to gain sone better understanding of what is going on.

Because once again our main neasure of access is talking to
di scharge planners in hospitals. W know 38 percent of the
peopl e who conme into the systemcone in through physicians and
the community. W just really need to have a better sense to
just feel confident that access is not dimnished in this area.

MR. HACKBARTH. We still need to do the SNF piece in the
next 25 mnutes. Have we gotten to a point on hone health that
you, Sharon and Murray, have what you need?

MS. BEE:  Yes.

MR. HACKBARTH: Ckay, so what I'd like to do is nove ahead.
Thanks, Sharon. Sally?

DR. KAPLAN: Now we're going to talk about SNFs.

At the end of ny presentation on paynent adequacy, you'l
need to give me a sense of the direction of your decisions, where
you think you' re going. There are four decisions that you need
to make between now and the January neeting, or between the end
of January neeting.

First, whether the base paynent is too high, about right, or
two low. Second, you'll need to decide whether the distribution
of paynments is appropriate between freestandi ng and hospital -
based SNFs. |If you decide the distribution is inappropriate, you
may want to do sonething about it. And finally, the update.

We'l|l stop for you to discuss the decision points on paynent
adequacy before we tal k about the update for fiscal year 2003.

In deciding if paynments are adequate, we first ask if costs
are appropriate. SNF costs were very high under the cost-based
paynent system There was rapid growth in Medicare spending for
SNF care from 1990 to 1996, averagi ng 23 percent increase per
year. Mdst of this increase was due to growh in ancillary
services for which SNFs were paid on a cost basis. Both the GAO
and the O G have consistently maintained that costs were
overstated during this period.

Under the PPS, SNFs had roomto cut their costs and they
apparently did, by renegotiating contracts for therapy and drugs,
by substituting | ow cost enpl oyees for higher cost enployees, and
by cutting therapy staff.

Freestandi ng SNF costs appear to be appropriate. Their
costs per day decreased from $305 per day in 1998 to $240 in
1999. Hospital-based SNF costs, however, are nmuch nore difficult
to interpret. Hospitals have historically allocated costs to
t heir SNFs, making those costs overstated. How nuch those costs
are overstated is not known. The estinmate on hospitals' cost
all ocation to outpatient departments is 15 to 20 percent, but we
don't know whet her hospitals allocate nore, |ess, or the sane
percentage to SNFs.

Jack described pretty nmuch what we do in nodeling, but |I'd
like to bring up several points, because we're considering an
updat e recommendation for fiscal year 2003. W've also



consi dered four paynent policy changes schedul ed to occur in that
year .

First of all, SNFs will be paid at 100 percent federal rate
in 2003, which is the end of the phase-out. W included the
tenporary rate increase that remains in effect until the RUGII
classification systemis refined. That is 6.7 percent increase
for rehabilitation patients and a 20 percent increase for
medi cal | y conpl ex patients.

We did not include two tenporary rate increases that expire
in fiscal year 2003 under current law. That's a 4 percent
i ncrease across the board and a 16.66 percent increase in the
nur si ng conponent base.

"' mgoing to show you the results of our nodeling, but I
want to point out that margi ns woul d have been hi gher in 2000 and
2001 than in either 1999 or 2002 because of these two additional
add-ons. But those margins will not be reflected in the table
you' |l see next.

M5. BURKE: Sally, could you repeat that again?

DR. KAPLAN: W don't have 2000 and 2001 on this table that
you see right there, and they woul d have been hi gher, margins
woul d have been higher than either in 1999 or in 2002.

DR. RONE: Because of these extra paynents.

DR. KAPLAN: Because they have these extra bunp-ups that are
not included in 2003.

On this table we show margins for 1999 and three estinmates
for 2002. The first estimate uses costs as recorded by SNFs.
The next one assunes that hospital-based SNFs costs were
overstated by 20 percent. And the third one assunes that
hospi tal -based SNF costs are overstated by 30 percent.

The situation is full of uncertainty. W know that
hospitals allocate costs to the SNFs but we don't know how nuch.
How nmuch they allocate, however, has a big effect on the overal
SNF margin. Even with this uncertainty, however, you will have
to deci de whether the base rate is adequate.

The other factors that we exam ned, besides the margins, do
not suggest that the base rate is inadequate. The |G found that
beneficiari es have had stable access to SNF care in 2000 and
2001. Freestanding SNFs have stayed in the program In
contrast, over 400 hospital-based SNFs have dropped.

Qur best estimate is that overall estimted margins range
from between zero and 3 percent, depending on how nuch hospital -
based SNF costs are overstated.

DR ROAE: Is that Medicare margin?

DR. KAPLAN: Yes, it's Medicare margin.

s the distribution of paynents appropriate? The margins
suggest that the distribution is not appropriate. Paynents are
nore than adequate for freestanding SNFs and | ess than adequate
for hospital-based SNFs. 20 percent of hospital -based SNFs have
| eft Medicare, which also suggests that paynents are | ess than

adequat e.
There are several reasons for the difference between
hospi tal - based and freestanding SNFs. First of all, we've

al ready tal ked about the cost allocation. Second is the
classification for the SNF PPS. The RUGIIIl is based on a



pati ent assessnent instrunent that does not collect the

i nformati on needed to account for the needs of the nore acutely
ill patients found in SNFs. Also, the RUGIII does not
appropriately target paynents to the costs of providing SNF care,
especially to patients needing costly ancillaries.

In our analysis of APR DRGs | ast year, we found that
hospi t al - based SNFs case m x index was 11 points higher than
freestanding SNFs. W don't know how much of a difference in
costs this represents.

Anot her di fference between freestandi ng and hospital - based
SNFs is staffing. According to a study by CMS published | ast
year, hospital -based SNFs have nuch hi gher staffing, nore
Iicensed direct care staff than freestanding facilities.

| f you agree that the distribution of paynments is
i nappropriate, then you need to decide whether an adjustnment is
warranted. The best way to fix a distribution problem caused by
the classification systemis to fix the classification system
However, that is easier said than done, as CMS has denonstrat ed.

CVE' attenpt to refine the RUGIII in 2000 failed. That
failure, in part, resulted in our recomendation that CVMS devel op
a new classification system However, 2006 would be the earliest
that a new system woul d be avail abl e.

A tenporary fix mght be to have different updates for
freestandi ng and hospital -based SNFs. However, that woul d
translate to different basis and different basis m ght be a
solution that would not be tenporary. Politically, it is
sonetines very difficult to get rid of tenporary fixes to paynent
systens to begin with, and especially if they're in the base.

A third alternative, which is not on the slide, would be to
use Congress' nethod, and that is to have an add-on for hospital -
based SNFs. That woul d be easier to elim nate because it
woul dn't be in the base.

|"d |ike you to discuss paynent adequacy before we nove to
tal ki ng about the update, and that is whether the base rate or
pool of noney for SNFs is adequate, whether the distribution of
paynments between freestandi ng and hospital -based SNFs is
appropriate, and if not, what should be done about it. Then
we'll tal k about the update.

DR ROSS: Sally, I'"mgoing to suggest to you, just because
of the time, just go through what the market basket and current
| aw - -

DR. KAPLAN: Ckay. The next slide is just sonme things you
need to know about the update. First of all, any adjustnment you
decide on will carry over to the update decision. Current lawis
mar ket basket m nus 0.5 percent and the | atest market basket
forecast is 2.8 percent.

You need to consider whether an update of market basket
woul d be adequate, whether current |law is adequate, and all of
that in the context of the various uncertainties we've tal ked
about .

The last table in your handout is really to help you think
about maki ng your decisions for the update. That's it.

MR. HACKBARTH: Sally, help ne connect sone of these ideas.
We believe that the hospital -based SNFs have sicker patients.



We' re unsure how nuch that increases the costs, but our hunch is
that it does increase the costs. In at |east sone areas, a |lot
of the hospital -based SNFs are goi ng out of business. W don't
t hi nk that those sicker patients are having problens getting
access to care. W don't see any evidence of that. | assune

t hat means nore of them are now show ng up in freestandi ng SNFs
and the freestanding SNFs are doing well financially.

Does that nmean that the freestanding SNFs are doing a nore
efficient job of handling a grow ng popul ati on of sicker
patients?

There are all sorts of lags in terns of the information.

DR. KAPLAN. First of all, we have case m x for 1999, is the
| at est year we have the case mix. W don't have the clains for
2000, the SNF clains for 2000, yet.

| assume that those patients either would go to freestanding
SNFs. | can't envision that a hospital -based SNF woul d
necessarily take a patient from another hospital. | would
assune, and | have nothing to base this on other than ny
intuition and having worked in a hospital, that they woul d take
their own patients but they wouldn't necessarily take the high
acuity patients from another hospital.

MR. HACKBARTH:. Particularly if you're losing a | ot of
noney.

DR. KAPLAN:. Yes. The access statistics have stayed
basically stable, 2000 to 2001. It is possible that hospitals
are keeping patients longer. The hospital |ength of stay has
gone up sonewhat in the recent years that we have statistics for

DR REISCHAUER: | actually want to cone at this a little
different way and ask Ral ph and Jack a question, which is does it
make a | ot of sense for hospitals to run SNFs? |Is their cost
structure, because of unionization, different agreenments with
nurses, et cetera, such that to produce the same product is just
much nore expensive?

And what we see when we change the paynent policy is that
this was brought hone to hospitals, and so we shouldn't worry
tremendously if we see the hospital -based SNF capacity of the
nati on shrink rather substantially because it was artificially
hi gh? And does the transfer policy have anything to do with
this, as well?

DR RONE: M response | guess would be a couple points.
One is, it certainly makes a | ot of sense based on the financing
mechani sm because you can i nmagi ne a system where a hospital gets
a DRG paynent for a Medicare beneficiary and then fairly soon
into the discharge transfers the patient to a SNF bed within the
sanme institution and starts collecting a per diemfor the sane
patient.

So fromthat point of view, to whatever extent that used to
occur, that was a relative incentive for hospitals to have SNF
beds within their facilities. | think that's inportant.

| think there have been sone changes with respect to that,
particularly transfer policies and other things, which may be at
the basis of the reduction in the nunber of participating
hospi tal -based SNFs that you can see.

From ny point of view, | think that the major reasons to



have themwere clinical. That is the physician who was the
primary physician, who may have operated on the patient's hip or
heart or sonething, was able to continue to see the patient in
the SNF. That rehabilitation progranms, which are very inportant
progranms, that inpatient acute rehab, would also be able to be
established in the SNF area and treat those patients and use the
same, in fact, facility for the rehab that the patients could be
transported to.

There were these programmatic, clinical supervisory reasons
which really inprove the quality of care, were very physician
friendly, and nade these kinds of units very attractive to have
within the facility. That's ny thought. Ral ph?

MR MIULLER | would build on that in part by saying that
the intellectual nodel of the |ast eight, nine years of trying to
have integrated systens and avoid sonme of the difficulties of
hand-of f of patients fromone setting to another, which we all
know are very difficult to execute in practices versus whatever
one mght think in theory, cause people to try to control as mnuch
of these production processes as they could, even though the cost
structure may have been inappropriate and unw el dy when you have
t he overhead of a hospital being allocated to a SNF. So | would
second what Jack has pointed out.

| would al so say that insofar as one thinks one is |osing 50
percent on it, people will get out of that business very quickly,
no matter what their concerns about integration, because you
can't afford to | ose 50 percent of margin.

| want to add to that, though, by saying there's this
assunption that you must be around a | ot nore sophisticated
hospitals than |I've been around where these people allocate costs
right and left, back and forth. You have to ultimtely have your
costs add up to 100 percent on a Medicare cost report, so this
notion of people noving back and forth.

Now | want to say if, in fact, costs have been, in that
sense, over allocated to SNFs and now these astute hospital
executives wll start allocating them nore appropriately, that
wi |l add costs back to sonme other program nost |ikely the
i npatient program And that should affect our discussion |ater
about maybe there's costs there that are com ng back to the
i npatient programthat are understated. So we have to | ook at
that in a symmetrical way.

| do think it's fair to say that within this exit of
hospi tal -based SNFs, it may not be as quick as the exit of hone
health, but it will continue to occur at these kind of negative
margins. So | think we do have to | ook and see whether there's a
programmati c reason, as Jack indicated, to have these patients
have access to this care.

| think there probably was too much of an incentive to go
that way financially that added to the clinical inperative that
Jack mentioned, and it nmay go too far nowif we take them al
awnay.

DR. WAKEFI ELD: | have three comments. First of all a
comment on the text under the appropriateness of costs. You' ve
got sonme good references about how SNFs have been able to cut
costs by substituting | ower cost |abor for high cost |abor. |



think all in all that's always a good thing when it can happen,
and there's not an acconpanying decline in quality of care.

Which isn't to suggest that there is, but there is the other side
of that, the flip side of that picture. 1'd always kind of want
to have, to the extent one could, an ear toward that.

This by itself, doesn't necessarily speak to me as a good
thing for a Medicare beneficiary. It mght be exactly a good
thing, both in ternms of |lowering costs and maintaining quality,
but if we don't know the flip side of that, that's always a bit
of a concern to ne and sonething that's hard to get at. But
keepi ng your finger on that side of the equation, | think, is
inportant. By itself it doesn't nake ne feel terribly
confortable.

Secondly, | thought that the margins data on table two,
obviously in ternms of rural, are a little bit disconcerting,
especially hospital -based rural margins, and even freestandi ng.
It's good, at least it's in the positive side. But they're not
wal king away with a bank here, it would seemto ne.

The | ast comment that | wanted to make is wth regard to
relying on the 1Gs querying of discharge planners and their
ability to access SNF services for Medicare beneficiaries, | may
think that is about the best we can conme up with. And that is
they say that generally speaking there's not a problem

But |'d say again, froma rural side, just a question that
nags a little bit at the back of ny head. Wuld this still be
the case if we asked that question of Medicare beneficiaries, for
exanpl e rural Medicare beneficiaries? That is, do they have good
access? They mght have access. |Is it anywhere near where they
l[ive? Is it in a town near where they live? O is it the fact
that a discharge planner can put themin a SNF, but it's not
sonmething that's available to themin sone geographically
reasonabl e area?

It's just trying to look at that question a little bit from
the beneficiary side. | certainly don't know the answer to that.
"' mjust saying that the discharge planning piece probably gives
us one part of the picture, and there may or may not be anot her
part to that picture.

DR LOOP: | think the reason that |arge hospitals still
have SNFs is because of the clinical followup. | think Jack's
answer is correct. But the reason they also | ose noney is that
the severity of illness is a lot greater in hospital SNFs.

So maybe we shoul d recomrend that through the APR-DRG system
we add that CM rating to the RUGIII to try to differentiate the
type of patients that are in freestandi ng versus hospital-based
SNFs so that we can reinburse the hospital -based SNFs if, indeed,
their severity of illness is worse.

DR. KAPLAN: | think that may be one of the alternatives
that they're investigating for a new classification system The
difficulty is it wouldn't happen until 2006 at the earliest.

DR LOOP: Wiy would you have to wait? Qut of curiosity,

why do you have to wait until 2006? | nean, there may not be too
many nore hospital -based SNFs by 20067?
DR. KAPLAN: | think it takes several years to get a new

systemin. And they're still just at the beginning of testing



alternatives. They just started on that this sumrer. |'mjust
trying to make you be realistic that we're not going to see
anything before 2006. It's actually fiscal year 2002, now. The
report to Congress is for January 2005, so we figured a year
after that.

DR ROSS: Sally, | think Floyd' s point was, could you do
sonmething blunter in the interim which is what the Congress
tried to do in the |last couple of rounds of |egislation, although
it"s worth noting that the first tinme they did this to try and
attach noney to the nmedically conpl ex and nost expensive
categories of patients, by the tinme the | egislation was done they
had expanded that |ist not quite across the board, but the anobunt
of noney they had to spend essentially got diluted across nmany
nor e categori es.

It may be worth revisiting that, and asking if shrinking
t hat nunber of categories m ght be a crude proxy for getting at
t he hi gher case m x.

M5. BURKE: Sally, | just had a factual question to ask. To
what extent are swing beds still in place and play a role in this
at all? They're rural. They're an odd sort of connection to
many of these smaller hospitals. Access and i ssues have al ways
been traditionally a part of what we ook at in that context.

But to what extent do they play in any of this?

DR. KAPLAN:. | think they play in the access issue. They
really don't play in the PPS yet. They will be in the PPS as of
July 1 of next year, 2002. And they wll be paid under the PPS.

My understanding is they will be advantaged by being paid on
the PPS on that basis.

M5. BURKE: Just to close the |oop. At sone point we ought
to think about the broad application of all these issues with
respect to SNFs and what happens with those units as well, and
what if anything we want to say about that. It's a very snall
uni verse, but for the people that have themthere, sort of a
critical conmponent to this delivery system

MR. HACKBARTH: We're down to our |ast few m nutes now and
want to make sure that we give Sally what she needs to prepare
for the next neeting. So if we can keep our coments brief, that
will be hel pful.

MR. MULLER: Whien the post-acute alternatives dimnish
whet her it's through these hospital -based SNFs or honme care and
so forth, one alternative clinically is obviously also to keep
the patient in the inpatient setting, which discharge planners do
because that's the safest alternative for them So one thing,
again it may take a while for us to see that, but certainly in ny
nost recent U K experience | really see the effect of not having
post-acute care. They stack up the hospitals.

So | think one thing we have to be sensitive to in |ooking
at this, if these trends continue in any way, is there a kind of
stacking up at the end of stay rather than going to the post-
acute setting?

MR. HACKBARTH: Strictly on this point?

DR. NEWHOUSE: It's kind of where we're going. Because the
consensus, as | heard it, was for nore noney for the hospital-
based SNFs, but | think we need to have sone di scussion of what



magni tudes we're tal king about, if that's where we're going.

MR. HACKBARTH. In fact that's the |last piece | wanted to
get to.

DR. REI SCHAUER: One of the things both Sally and Sharon
asked for guidance on was the update since the base seens to be
okay, maybe except hospitals. W didn't talk at all when Sharon
was here about the market basket m nus. And the m nus for hone
health was 1.1 percent. The situation for SNFs is 0.5 percent.

| " m wondering about the logic of having different m nuses
here. | presune this relates to unneasured and unobservabl e
productivity inprovenents. |If | were sort of ranking industries
or whatever sectors by potential for productivity inprovenent, it
woul d depend very much on how technol ogically oriented, capital
versus |abor oriented, they were. And home health woul d be down
near zero, as far as | was concerned. SNF would be a little bit
above it.

Do you want us to tal k about that kind of thing?

DR. ROSS: You're greatly overestimting where those two
ni cks came from

DR REI SCHAUER: | know they have to save noney, but | nean,
we're trying to do this in a rational way going forward, right?
Not to preserve irrationality, right?

MR. HACKBARTH: They are artifacts of the Congressional
budget process, as opposed to estimtes of productivity
i nprovenent, as you know better than any of us.

DR REI SCHAUER: For which | claimtotal innocence.

[ Laughter.]

MR. HACKBARTH. So | interpreted the fact that we weren't
dwel ling on themwas just a recognition of their origin and that
we ought not be driven by them

DR, REISCHAUER But if they're crazy, then they create
a problemw th the base paynent in the year or the year after
So maybe we can solve the problens before they arise, rather than
after they arise.

DR ROSS: | think in both of these settings, the el ephant
in the roomis not the mnus 1.1 or the mnus 0.5. If you | ook
at hone care, it's the 15 percent, or whatever it will turn out
to be, paynent change schedul ed for next year. And if you | ook
at SNF care, if you look at the margins that we've presented, it
woul dn't seemthat mnus 0.5 is going to be the story in that, in
ternms of paynent adequacy.

DR REISCHAUER: |'mjust trying to make nmyself Carol's nost
favorite comm ssi oner.

M5. RAPHAEL: A couple of points. Sally, as | recall froma
study that was done |last year, and |'mwondering if you can just
update us. | have three points to nake.

The first is | seemto recall that there had been a study
t hat showed there was no significant change in case m x over the
| ast decade in nursing hones. No? AmI..

DR. KAPLAN: |I'mnot famliar with that study. And are we
tal ki ng about nursing homes or SNFs?

M5. RAPHAEL: SNFs. Was there any work done taking a | ook
at the mx of patients in SNFs?

DR. KAPLAN: Not that I'mfamliar with. Oher than what we



di d, which was the APR DRGs, which was strictly SNFs and it was
using the APR DRGs. And we showed that case m x went down from
1995 to 1999 a little bit.

| nean, it wasn't radically different. And that the
di fference between the hospital -based SNFs and t he freestanding
SNFs case m x, and also we had swing beds in that as well. But
the difference between the hospital -based and the freestandi ng
was 11 points. That was 11 points in 1999.

M5. RAPHAEL: | just wanted to try to rem nd nyself of that
st udy.

| personally believe that if we're going to have any add-ons
for hospitals and we believe there's sone value in trying to do
that in the absence of an accurate assessnent system here,
think it has to be tied to case mx, it's my own view, sSonme way
of measuring the case mx difference and having it tied to that.
| don't know how to acconplish that.

But | think we just don't know enough on an ongoi ng basis
about what's happening to case mx here. | see sone changes in
t he conposition of the SNF popul ation nmyself in the |ast year or
two, but it's hard to denonstrate what those changes are. So |
kind of feel that we have to think about how we're going to try
to denonstrate, if we're going to do any added paynent how t hat
is, in fact, buttressed by sone clinical rationale.

The other thing I was going to ask you is when we've | ooked
at hospitals we've | ooked at Medicare margins and we' ve | ooked at
total margins. You gave us information on Medi care margins.

We' ve received a good deal of information on total margins, which
show a different picture.

| was wondering if you could coment on whether or not you
do | ook at total margins and any influence they have in these
consi derations?

DR. KAPLAN: Deborah ran the margins for 1999 and she was
unabl e to get any sense out of the total margins for the nursing
home, for the freestanding SNFs. | want to revisit that again,
but I haven't been able to find tine to do that yet.

Basically, | know what the industry is saying, which is that
Medicaid is very low paid. And |'msure that in sone states it
probably is. 1'"mnot sure that that's true across all 50 states.
| think New York is well known for being generous in their
paynent s.

MR SMTH We may need nore tinme here, denn, because it
seens to me we need to return to Floyd's request to try to design
a blunt instrunent and |I think Carol wanted to go in this sane
direction.

The clinicians make, and | think in the paper Sally nade, a
convincing case that part of the cost difference is rooted in
clinical issues. The case mx index differences and the coments
that Fl oyd and Al an and Jack made, that's appropriate for us to
try to figure out how to respond to. | don't know what the bl unt
instrument is. You suggested at the end of your presentation
that it mght be an add-on. Carol says we need to figure out
what's the right netric to neasure the add-on with. | think we
need sone nore time with that. But it seens to ne that's where
we ought to head.



The argunent has been nmade for distributional change, but we
haven't spent enough tine on what's the way to get that done.

MR. HACKBARTH. Let ne see if | can summari ze where we are.
Looking at the table here, what | hear is a consensus that there
probably is a financial issue with the hospital -based facilities.
Because of cost allocation issues the exact nmagnitude is
uncertain, but there seens to be a sentinment that it's real.

Even if it were true at one point that we had too many
hospi tal -based facilities pre-transfer policy, there are
legitimate inmportant clinical reasons for themto continue to
exi st and we can't just happily watch while they di sappear.

I f we provide sone special assistance, it ought to be in the
form of an add-on, as opposed to sonething baked into the base
forever nore. And we need to target it as best we can froma
clinical standpoint to the patients institutions in need.

| hear consensus around those points. Am| hearing
correctly?

M5. BURKE: denn, | guess one question that | would ask,
the decision to do an add-on rather than to adjust the base,
there appears to be a fairly fundanental issue here with
hospi tal -based units that doesn't seemto be tenporary unless the
case mx dramatically shifts.

So ny question is why the add-on and why not a base
adj ustment that then doesn't become an ongoing sort of set of
targets of let's just do away with the add-on this year?

MR. HACKBARTH: M thinking on that, Sheila, was that at
sonme point down the road, hopefully before 2006, we'll have a new
system And so ideally, that's the way to fix this problem
VWhat we're doing is trying to fix it between now and then, and an
add-on seened to be appropriate.

DR. KAPLAN: Then what | hear you saying to ne is you want
us to cone back next nonth with a blunt instrunent that sonehow
is clinically targeted, okay? |Is that right? | have sonething
inmnd but 1'd like to discuss it over with peers.

MR. HACKBARTH: Thank you, Sally.

MR. DEBUSK: Last word. Realizing that there's a real need
here, there's no doubt about it, but the hospital affiliated SNF
or owned SNF represents 3 percent of the total pie. There's 97
percent out there with that stand-al one that's got sone major
i ssues and some major problens as we go forward. So at our next

meeting, | think we really need to get into -- and |I'm sure you
wWill -- but there's sone major issues there that we're certainly
going to need to address.

MR. HACKBARTH. | think, at |east frommy perspective, the

reason the conversation focused on the hospital -based is captured
in the table, that the freestandi ng, based on the best
i nformati on we have avail able, ook |ike they are doing, on
average, pretty well.

MR DEBUSK: But there's something |like $58 or $60 per day
that's going to sunset in the future, and | think if that truly

sunsets, | think it's going to create sonme havoc in the industry
because this Medicaid, the states are in trouble now, we know
they're in trouble with this thing. It just won't go under the

rug. It's going to be there, and right now Medicare certainly



hel ps the exi stence of this piece.

MR. HACKBARTH:. Just one question about the table. For the
freestandi ng projection for 2002, that includes an estimte of
the |l oss of the noney that disappears in 2003. So this is 9
percent after that special add-on disappears?

DR. KAPLAN: Yes. Those two add-ons di sappear, not the add-
on that is due to the refinenment of RUGs.

MR. HACKBARTH. We need to call a conclusion to this
di scussion for now and we'll ook forward to January.



